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Abstract 
International Transfer Pricing (ITP) is a major managerial concern for multinational 
companies. This paper identifies the ITP methods used and the importance of environmental 
factors affecting the choice of methods· by seventy-seven foreign owned New Zealand 
companies. The results of this study point toa possible divergence between theory and 
practice with respect to the use of international transfer prices. Literature suggests that full 
cost methods are not theoretically defensible, and should not be used in practice (Borkoski, 
1990). This.study provides evidence that thirty (48.7%) of the respondent firms used several 
types of full cost methods. This research supports the contingency theory approach to 
management control systems such as ITP in which finns choose a best-fit method for their 
particular situations, rather than based on 'theory'. 
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Ie Introduction 
Transfer· pricing is the price used for internal sales of goods and services transferred from one 
profit centre to another within the same finn (Anthony and Govindarajan, 1998). The issue of 
transfer pricing has long been a source of frequent managerial concern and frustration 
(Rushinek and Rushinek, 1988). The multinational aspect of transfer pricing is far more 
complicated and perplexing than that for domestic transfers. Multinational companies are 
exposed to a greater variety of environmental disturbances than domestic finns. The 
constantly changing international environment can have a great impact on multinational 
transfer pricing practices (Tang, 1982; Ghosh and Crain, 1993). 
Despite the level of international research on the issue of international transfer pricing, there 
is no evidence on the subject in New Zealand except for Alam and Hoque (1995). In 1995, 
Alam and Hoque (1995) surveyed New Zealand companies on their transfer pricing practices. 
They reported that most of the New Zealand companies used a 'full-cost' method to establish 
a transfer price, and 'divisional profitability' was the most important factor in determining the 
method of transfer pricing. 
Since 1984, the New Zealand government has freed price, wages and interest rates, floated 
the exchange rate, progressively removed tariffs and subsidies, deregulated the financial 
system, reduced income tax rates and encouraged overseas investment in the country. These 
New Zealand developments are observed as more radical than in any other industrialized 
country (Lamminmaki and Drury, 2001, p.330). Owing to the dramatic changes in the New 
Zealand commercial, economic and regulatory environment in the past decades, a study 
concerned with international transfer pricing practices in New Zealand appears to be of 
particular significance. 
This paper examines international transfer pricing methods used by foreign-owned New 
Zealand subsidiaries, and environmental factors associated with the choice of methods. It 
aims to provide multinational companies and tax authorities with significant insights on 
international transfer pricing issues and practices in New Zealand and, especially, to enhance 
our understanding of various factors that enter into the decision-making process of New 
Zealand finns for international transfer pricing. 
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The rest of this paper is organised as follows. The next section reviews the relevant literature. 
The research methodology and the empirical results of the survey are subsequently described. 
A summary and discussion is presented in section four, followed by limitations and 
suggestions for further research. 
2. Literature Review 
Multinational transfer pricing strategies generally involve method choices. Corporate internal 
pricing methods can be classified into a number of categories. Some methods such as 
marginal cost, opportunity cost and mathematical programming models are theoretically 
effective but are rarely used in practice (Tang, 1993). Empirical studies on international 
transfer pricing methods concentrate on three major categories - market-based, cost-based 
and negotiated prices (Chan and Chow, 2001). 
Empirical research on international transfer pricing has found a substantial difference 
between the actual methods used in practice and the theoretical models discussed 
(Borkowski, 1990). The fmdings of the study support the contingency theory approach to 
management accounting, in which multinationals choose a method based on what is 
perceived as optimal in their particular situation rather than guidance provided in the 
literature. In other words, each multinational company selects a method that best fit its needs 
in the operating environment (Borkowski, 1990). 
Tang (1982) investigated twenty environmental variables considered by British multinational 
companies in formulating their multinational transfer pricing policies. Of the 290 sample 
companies, sixty-three companies used transfer pricing for interdivisional transfers. Forty-
seven of the sixty-three companies addressed the questions on environmental factors 
affecting international transfer pricing. Of the twelve variables investigated, 'overall profit to 
the company' was the most important variable. The study also found that 'competitive 
position of subsidiaries' and 'maintaining adequate cash flows in foreign subsidiaries' were 
highly ranked by the respondents whilst 'differentials in income tax rates' and 'income tax 
legislation' received rather low ratings. 
In another study, Tang (1993) examined tax and management issues relating to U.S. transfer 
pricing practices in the 1990s. The results showed that many companies used at least one 
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transfer pncmg method. Ninety-eight companIes of the 143 respondents answered the 
questions on twenty environmental variables. Of the twenty variables, 'overall profit to the 
company' received the highest rating. Other relatively high ratings in 1993 included 'income 
tax consideration', 'restrictions on repatriation of profits or dividends', 'the competitive 
position of foreign subsidiaries' and 'rate of customs duties' and 'customs legislation where 
the company has operations'. The three least influential variables were 'u.s. government 
requirements on FDI', 'risk of expropriation by foreign country' and 'rate of inflation in 
foreign countries' . 
AI-Eryani, Alam and Akhter (1990) examined the influence of environmental and firm-
specific variables on the selection of international transfer pricing strategies of U.S. based 
multinational companies. They found that legal constraints and firm size were significantly 
associated with the use of market-based transfer pricing strategies of U.S. multinational 
companies. Their findings suggested a number of legal related variables, e.g. 'compliance 
with tax and custom regulations', 'anti-dumping. and antitrust legislation', and 'financial 
reporting rules of host countries' to be important factors in determining the use of market-
based transfer pricing. As for transfer pricing methods used, the research showed that the U. 
S. based companies favoured cost-plus. 
Borkowski (1997a) compared organisational, environmental and fmancial factors influencing 
the transfer pricing choices of Japanese and U.S. multinational companies. She found that 
Japanese and U.S. companies used different transfer pricing methods. The Japanese sample 
preferred noncost (primarily market and negotiated) methods. By contrast, the U.S. sample 
divided between cost (47%) and noncost methods (53%). While their method choices were 
affected by differences in both environmental and fmancial factors, her findings showed no 
significant differences by organisational variables between the two samples. In her study, 
organisational variables included 'size', 'industry', and 'multinational enterprises home 
country', while environmental variables were 'host and home countries' 'corporate income 
tax rates', 'import duties', 'withholding tax rates', 'profit repatriation policies', 'currency 
fluctuations', and 'the form of the investment' . 
Borkowski (1 997b) extended her investigation of organisational, environmental and fmancial 
factors affecting the transfer pricing choices to Canadian and U.S. based multinational firms. 
Organisational, environmental and financial variables investigated were similar to those used 
previously. She found that Canadian firms favoured market methods, while U.S. firms 
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preferred other methods. As for factors influencing method choice, her findings revealed that 
most organisational and environmental variables did not seem to affect either country's 
choice, while prior audit experience was the only statistically significant environmental factor 
across both country and method choice. Financial variables were found to differ between the 
two countries but not by transfer pricing method. 
The previous studies have greatly contributed to the theory of the impact of environmental 
variables on multinational transfer pricing practices. However, empirical researches on the 
issue of international transfer pricing have focused mainly on practices of large parent 
companies from most dominating industrial nations of the world such as U.S.A., u.K., Japan, 
and Canada. It is argued that corporate headquarters may not have all the facts about their 
foreign subsidiaries and the information they do have may not be accurate. Particularly, 
subsidiary managers may have different perspectives of what business operations are 
designed to achieve and how they are affected by host environmental factors (Arpan, 1972). 
This paper will bridge the gap in the literature by examining international transfer pricing 
practices of foreign-owned subsidiaries that operate in New Zealand. 
3. Research Methodology 
A questionnaire survey was the backbone of the study. The reason for adopting this survey 
instrument as the primary strategy to obtain data in this particular research can be explained 
as follows: first, mailing enabled the researcher to contact respondents who might otherwise 
be inaccessible. Second, foreign subsidiaries are geographically dispersed in the country. 
Compared with other ways (e.g., personal interviews), questionnaire surveys enable the 
sampling of a large population with lower cost. Third, this research required, in part, the 
''views, judgements or appraisals of other persons with respect to a research problem" 
(Buckley and Casson, 1976, p.23). Since opinion research has the ability to "capture people's 
impressions about themselves, their environments and their response to changing conditions" 
(Buckley at aI., 1976, p.23), the self-administered survey was highly suited to this research. 
Finally, data collected by a questionnaire survey can be analysed using rigorous statistical 
techniques to draw inferences on the extent of environmental factors affecting transfer pricing 
(Tang, 1993). Notwithstanding this, a survey instrument does have its limitations. The typical 
disadvantage of the low response rate, along with the potential of response bias inherent in 
mail surveys of this type, were carefully considered by the researcher and were addressed 
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through various wen-established techniques, including postage-paid self-addressed return 
envelopes, a short one-page questionnaire, and follow-up reminders. 
In June and July 2003, a questionnaire was addressed to the financial controllers of 300 
foreign-owned subsidiaries operating in New Zealand. These samples were randomly drawn 
from Dun & Bradstreet's Business Who's Who (2001, 2002)i. After three mailings, a total of 
140 (46.67%) responses were received, seventy-seven of which were usable, representing a 
usable response rate of 26%. The usable response rates were reasonably good, considering 
the highly sensitive nature of the information requested in the survey. Fifty-one respondents 
to the survey declined participation. A majority of these respondents (twenty-nine) said that 
'there were no international transfers or their volume of international transfers was 
insignificant. Other reasons cited included company policy (thirteen), confidentiality (five) 
and time constraint (fifteen). The respondent subsidiaries covered a range of industries, sizes 
and parent company nationality. A breakdown of the sample according to national 
classification is presented in Table 1. Foreign direct investment in New Zealand is 
predominantly from OECD countriesii. All of our sample, firms are owned by parent 
companIes In these industrialized nations. The U.S., Australia and Japanese foreign 
subsidiaries make up the largest group in the sample. 
Table 1 
The Nationality of the Respondent Companies (n=77) 
Parent company nationality 
United States 
Australia 
Japan 
European countries 
UK 
Switzerland 
Germany 
Canada 
Sweden 
France 
Finland 
Denmark 
Ireland 
Total 
Number of companies 
21 
20 
14 
6 
4 
3 
2 
'2 
2 
1 
1 
1 
77 
Percentage 
27.3 
26.0 
18.2 
7.8 
5.2 
3.9 
2.6 
2.6 
2.6 
1.3 
1.3 
1.3 
100 
A chi-square test of homogeneity comparmg early and late responses on certain 
characteristics of respondents such as the industry and nationality indicates that there were no 
significant differences between the two groups which suggest that there is I?-0 significant non-
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response bias. Given the categorical nature and the SIze of the data collected, the 
nonparametric Pearson chi-square tests and Kruskal-Wallis (K-W) one-way analysis of 
variance by ranks are appropriate for the analysis. 
4" Results 
Numbers of International Transfer Pricing Methods Used 
Tang (1993) found that many multinational firms used more than one method to account for 
their intercompany transfers. Table 2 shows the number of methods reported by the seventy-
seven New Zealand respondents. Thirty-one respondent firms used more than one 
international transfer pricing method. Among them, nineteen respondents used both market-
and nonmarket-based transfer pricing methods. Surprisingly, one company used as many as 
seven pricing methods. The result indicated in Table 2 is consistent with Tang's finding that 
some multinational firms used several pricing methods to account for their international 
transfers. This finding confirms that there may be no universally optimal system of 
multinational transfer pricing. Multinational companies may choose transfer pricing methods 
that are perceived as optimal for their particular situations (Arpan, 1972). 
Table 2 
Number of International Transfer Pricing Methods Used by Respondent Firms 
Number of Methods Number of Firms Percentage 
Used 
One 43 58.1 
Two 21 28.4 
Three 5 6.8 
Four 3 4.1 
Five 1 1.4 
Six 0 0 
Seven 1 1.4 
Total 74* 100 
** Three firms failed to supply information on their transfer pricing methods used. 
Market-based Versus Nonmarket-Based Transfer Pricing Methods Used 
Table 3 compares the international transfer pricing methods used in 1995iii and 2003. It can 
be seen that 'full standard cost' was the predominant method used in 1995 whereas in 2003 
most New Zealand companies use 'full plus fixed profit' method. We can also observe that 
the New Zealand firms now use market based transfer prices for international transfers more 
6 
often than in 1995. Table 1 shows that in 199529.51% of the firms used market-based 
. methods, but now 43.23% use market-based methods, though the data seem to suggest that 
the New Zealand firms still tend to use nonmarket-oriented transfer prices. The reason for 
more companies using market based methods can be explained as being due to the intensified 
surveillance and investigation of multinational transfer pricing practices by the Inland 
Revenue Department (the IRDt. Foreign subsidiaries have to employ market prices to 
defend their pricing policies. 
In the current study, 'full plus fixed profit' was most widely used by respondent companies, 
followed in descending order of frequency of use by 'full actual cost', 'negotiation based on 
costs', 'adjusted market price', 'negotiation based on market prices', 'full standard cost', 'full 
market price', 'variable plus fixed contribution', 'unrestricted negotiations', and 'variable 
actual cost'. None used 'variable standard cost'. 
Table 3 
A Comparison Between the Transfer Pricing Methods Used by New Zealand Firms 
in 1995* and 2003 
Pricing Methods Number of Number of Percentage Percentage 
Firms Firms 
(n=74) * * (n=61) 
Nonmarket Based 2003 1995 2003 1995 
Methods 
Full standard cost 6 23 8.1 37.70 
Full actual cost 9 9 12.2 14.75 
Full plus Fixed profit 21 5 28.4 8.20 
Variable standard cost 0 4 0.00 6.56 
Variable actual cost 2 2 2.7 3.27 
Variable plus fixed 4 0 5.4 0.00 
contribution 
Subtotal for nonmarket 42 43 56.76 70.49 
based methods 
Market Based Methods 
. Full market price 6 7 8.1 11.47 
Adjusted market price 7 4 9.5 6.56 
Negotiation based on 7 5 9.5 8.20 
market price 
Negotiation based on 9 2 12.2 3.28 
costs 
Unrestricted 3 0 4.1 0.00 
negotiations 
Subtotal for market 32 18 43.24 29.51 
based methods 
Total- all methods 74 61 100 100 
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* Manzurul Alam and Zahirul Hoque (1995). Transfer pricing in New Zealand. Chartered 
Accountants Journal. April, pp.32-34. 
** Three fIrms failed to supply information on their transfer pricing methods used. 
A nationality breakdown of international transfer pricing methods used by the respondents is 
given in Table 4. It c.an be seen that U.S. and Australian fIrms tend to use cost-oriented 
methods, while no obvious tendency in system orientation is revealed for Japan and Europe 
companies. The [mdings partially confIrm the conclusion of AI-Eryani et al (1990) and 
Borkoski (1997a, b) that U.S. based fIrms prefer nonmarket-based methods. 
Table 4 
International Transfer Pricing Methods Used by the Respondent Firms 
of Different Nationalities v 
Pricing Methods U.S.A. Australia Japan Europe 
No. % No. % No. % No. % 
Nonmarket 
Methods 
Based 
Full standard cost 
Full actual cost 
Full plus fIxed profIt 
Variable standard cost 
1 
3 
5 
o 
Variable actual cost 1 
Variable plus fIxed 2 
contribution 
Subtotal for nonmarket 12 
based methods 
Market Based Methods 
Full market price 0 
Adjusted market price 3 
Negotiation based on 1 
market price 
Negotiation based on 4 
costs 
Unrestricted 1 
negotiations 
Subtotal for market 9 
based methods 
Total- all methods 21 
4.8 3 
14.3 5 
23.8 7 
o 0 
4.8 0 
9.5 0 
57.14 15 
o 2 
14.3 0 
4.8 1 
19.0 1 
4.8 0 
42.9 4 
100 19 
15.8 1 
26.3 1 
36.8 3 
o 0 
o 0 
o 1 
78.94 6 
10.5 1 
o 2 
5.3 2 
5.3 1 
o 2 
21.1 8 
100 14 
7.1 1 
7.1 0 
21.4 6 
o 0 
o 1 
7.1 1 
42.86 9 
7.1 3 
14.3 2 
14.3 3 
7.1 3 
14.3 0 
57.1 11 
100 20 
5.0 
o 
30.0 
o 
5.0 
5.0 
45 
15.0 
10.0 
15.0 
15.0 
o 
55.0 
100 
Literature suggests that international transfer pricing systems differ among industrial nations 
(Arpan, 1972). To explore the extent to which the use of pricing methods varies by 
respondent fIrms according to nationality, the following hypothesis was formulated: 
H 0: There is no difference in international transfer pricing methods used by fIrms of 
different nationalities 
HI: A difference exists in international transfer pricing methods used by fIrms of different 
nationalities 
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Pearson's chi-square test was used to test whether differences among companies of the four 
nationals groups (i.e., U.S., Australian, Japan and European) in choosing international 
transfer pricing methods were significant at both individual and aggregated levels. The 
original eleven pricing methods were first tested, and then the methods were regrouped iilto 
market based or nonmarket based methods to be tested. The results in Table 5 and Table 6 
show that there are no significant differences across the four country groups in international 
transfer pricing methods used at both individual and aggregated levels. Therefore, we can 
conclude with caution vi that there is no significant relationship between the nationality of 
foreign subsidiaries and the orientation of their transfer prices. 
The descriptive statistics in Table 4 indicate that except for Australian companies, which 
preferred nonmarket based methods, national groups used market based and nonmarket based 
methods somewhat evenly. 
Table 5 
Pearson Chi-Square Test of Differences in Frequency of Eleven Pricing Methods 
Used by Respondent Firms 
Pearson Chi-Square 
Degree of freedom 
Significance 
of Different Nationalities (n=77) 
26.867 
27 
.471 
Table 6 
Pearson Chi-Square Test of Differences in Frequency of Market Based Versus 
Nonmarket Based Methods Used by Respondent Firms 
of Different Nationalities (n=77) 
Pearson Chi-Square 
Degree of freedom 
Significance 
Importance of Environmental Variables 
6.042 
3 
.110 
After a review of the existing literature, seventeen environmental variables were selected in 
designing an instrument for data collection. A 5-point scale was used by respondent 
companies to rate the importance of each of these possible determinants of the methods 
adopted in international transfer pricing. Table 7 shows the relative importance attached by 
the sample companies to all these variables. The rankings of the importance were made 
according to the mean scores of the variables. The mean for each variable was based on a 5-
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point scale 1 for extremely important; 2 for very important; 3 for important; 4 for slightly 
important, and 5 for not important. In using the recode function in the Statistical Package for 
Social Sciences (SPSS), the original Likert-like code was reversed. That is, on the 5-point 
scale, a 1 is recoded as a 5, a 2 is recoded as a 4, a 3 as a 3, a 4 as a 2, and a 5 as a 1. Thus, 
the higher the numbers are, the greater their importance. The standard deviation of responses 
is also presented in the Table, indicating the extent of agreement in the rating of individual 
variables among the respondents. 
It can be observed that 'comply with tax law and regulations' was perceived by the 
respondent firms as the most important variable in transfer pricing decisions. The low 
standard deviation for this variable indicates that there was relatively great agreement among 
respondents on the importance of legal considerations. Other variables considered to be very 
important included 'corporate profit of the subsidiary', 'competitive position of the 
subsidiary' and 'overall profit to multinational group' . 
Eight variables were considered moderately important by the respondent firms. They were 
'tax authority transfer pricing audits', 'maintenance of cashflows', 'performance evaluation', 
'differences in income tax rates', 'restrictions on repatriation of income', 'good relations with 
host government', 'foreign currency exchange controls' and 'existence of local partner' . 
Variables which were considered of only slightly importance included 'import restrictions', 
'rates of customs duties', 'import restrictions', 'political and social pressure', 'price controls 
of host government' and 'royalty restrictions'. 
10 
Table 7 
Ranking of Importance of Environmental Variables by the Respondent Firms (n=77) 
Environmental Variables 
V AR 04 Comply with tax law and 
regulations 
V AR 08 Corporate profit of the 
subsidiary 
V AR 06 Competitive position of 
the subsidiary 
V AR 07 Overall profit to 
multinational group 
V AR 03 Tax authority transfer 
pricing audits 
V AR 17 Maintenance of cashflows 
V AR 14 Performance evaluation 
V AR 01 Differences in income tax 
rates 
V AR 05 Restrictions on repatriation 
of income 
V AR 11 Good relations with host 
. government 
V AR 10 Foreign currency exchange 
controls 
V AR 13 Existence of local partner 
V AR 02 Rates of customs duties 
V AR 09 hnport restrictions 
V AR 15 Political and social 
pressure 
V AR 12 Price controls of host 
government 
V AR 16 Royalty restrictions 
Mean 
3.96 
3.38 
3.31 
3.05 
2.82 
2.71 
2.51 
2.47 
2.43 
2.18 
2.09 
2.07 
2.00 
2.00 
1.96 
1.95 
1.82 
Rank 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
14 
13 
15 
16 
17 
Standard Deviation 
1.069 
1.089 
1.369 
1.157 
1.254 
1.422 
1.242 
1.363 
1.261 
1.262 
1.248 
1.258 
1.147 
1.192 
1.094 
1.210 
1.109 
The ranking of importance of environmental variables by the respondents of different 
.nationalities is given in Table 8. The rank of the importance was according to mean scores of 
the variables. AI-Eryani et al (1990) argued that multinational companies operating in foreign 
countries perceived compliance with host legal regulations as the most important variable in 
the formulation of international transfer pricing policies. This study strongly supports their 
assertion. Despite national differences, all four national groups commonly selected 'comply 
with tax law and regulations' as the most important variable. 
Three variables, 'corporate profit of the subsidiary', 'overall profit to multinational group', 
and 'competitive position of the subsidiary', were consistently given high ratings among the 
seventeen listed environmental variables by all four national groups. This is not surprising 
since profitability has always remained the major objective of international transfer pricing 
and the competitive positions in foreign markets are vital to their survival. 
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Six variables, with a few minor variations, were considered least important to the respondents 
in the four groups. They included 'foreign currency exchange controls', 'import restrictions', 
'good relations with host government', 'rates of customs duties',. 'price controls of host 
government', and 'existence oflocal partner'. This could be owing to pervasive liberalisation 
and deregulation of the New Zealand economy pursued over the past decadesvii • Government 
induced market imperfections such as 'foreign currency exchange controls' , 'import 
restrictions' 'rates of customs duties', and 'price controls of host government' are no long 
considered as important issues by foreign companies in the formulation of international 
transfer pricing policies. 
Several interesting differences between the four groups can also be observed in Table 8. 
'Restrictions on repatriation of income' and 'political and social pressure' were considered 
moderately important by U.S., Australian and Japanese companies. In contrast, European 
firms perceived the two variables as slightly important or not important at all. 
Compared with the other national groups, Japanese companies placed greater importance on 
. 'tax authority transfer pricing audits'. This is natural in view of the fact that Japanese-owned 
companies are often frequently audited by host countries' tax authorities in the worldviii and 
must therefore recognise the importance of 'tax authority transfer pricing audits' in 
formulating their transfer pricing policies. 
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Table 8 
Ranking of Importance of Environmental Variables by Respondent Firms 
of Different Nationalities (n=77) 
Environmental Variables 
V AR 04 Comply with tax law and 
. regulations 
V AR 08 Corporate profit of the 
subsidiary 
V AR 07 Overall profit to 
multinational group 
V AR 06 Competitive position of the 
subsidiary 
V AR 05 Restrictions on repatriation 
of income 
V AR 17 Maintenance of cashflows 
V AR 03 Tax authority transfer 
pricing audits 
VAR 15 Political and social pressure 
V AR 01 Differences in income tax 
rates 
V AR 14 Performance evaluation 
V AR 16 Royalty restrictions 
V AR 10 Foreign currency exchange 
controls 
V AR 09 hnport restrictions 
. V AR 11 Good relations with host 
government 
USA 
112 
112 
3 
4 
5/6 
5/6 
7 
8 
9110 
9/10 
11 
12 
13/14 
13114 
V AR 02 Rates of customs duties 15116117 
V AR 12 Price controls of host 15/16/17 
government 
Australia 
1 
3 
6 
2 
8 
4 
5 
11112/13114 
7 
9 
15/16 
11112/13/14 
. 11/12/13/14 
15/16 
10 
17 
V AR 13 Existence oflocal partner 15/16/1711112/13/14 
K-W chi-square 
Approximation = 5.337 (significance = .149). 
Japan 
1 
3 
5 
2 
8/9/10 
617 
4 
12/13 
617 
8/9/10 
17 
12/13 
16 
8/9/10 
14 
11 
15 
Europe 
1 . 
2 
3 
4 
13 
8 
5 
17 
6 
10111 
9 
14 
12 
7 
16 
15 
10111 
Multinational firms that operate in the same country face essentially the same environmental 
problems. Perceptions may differ, however, between managers across firms regarding the 
same environment because of cultural differences in philosophy and objectives of the parent 
company nationality (Arpan, 1972). Hence, hypotheses concerning the perceived importance 
of environmental variables by firms of different home country nationalities were tested: 
H 0: There are no differences in perceived importance of environmental variables by firms of 
different nationalities. 
HI: A difference exists in perceived importance of environmental variables by firms of 
different nationalities. 
A Kruskal-Wallis test was used for analysis. The results are shown in Table 9. Except for 
Variable 06 - competitive position of the subsidi~X. all other environmental measures are 
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not significant. Hence, the null hypothesis cannot be rejected. It can be concluded with 
cautionX that there are no differences in perceived importance of environmental variables by 
firms of different nationalities. In other words, the cultural differences of parent company 
. nationality are not a significant factor in affecting multinational transfer pricing policies of 
subsidiary firms operating inthe same host environment. 
Table 9 . 
Kruskal-Wallis Test of Differences in Importance of Environmental Factors by 
Respondent Firms of Different Nationalities (n=77) 
Environmental Variables Chi-Sguare Df Significance 
V AR 04 Comply with tax law and 1.116 3 .773 
regulations 
V AR 08 Corporate profit ofthe .245 3 .970 
subsidiary 
V AR 07 Overall profit to 2.108 3 .550 
multinational group 
V AR 06 Competitive position of the 8.000 3 .046** 
subsidiary 
V AR 05 Restrictions on repatriation 6.265 3 .099 
. of income 
V AR 17 Maintenance of cashflows 7.501 3 .058 
V AR 03 Tax authority transfer 7.398 3 .060 
pricing audits 
V AR 15 Political and social pressure 4.132 3 .248 
V AR 01 Differences in income tax 4.746 3 .191 
rates 
V AR 14 Performance evaluation .245 3 .970 
V AR 16 Royalty restrictions 2.976 3 .395 
V AR 10 Foreign currency exchange 2.741 3 .433 
controls 
V AR 09 hnport restrictions 1.463 3 .691 
V AR 11 Good relations with host 1.969 3 .579 
government 
V AR 02 Rates of customs duties 6.693 3 .082 
V AR 12 Price controls of host 4.038 3 .257 
government 
V AR 13 Existence of local partner 1.290 3 .732 
** The only result significant at alpha=0.05 
In order to determine whether the rank orderings of the four national groups on all seventeen 
variables were correlated, Spearman's rank-correlation coefficient tests were conducted. 
These tests were based on the rank-order data in Table 8. The rank-order data of each two 
national groups were selected for the Spearman's rho tests. -The significance levels of all tests 
were set at 0.01 level (two-tailed). The results of all six tests are presented in Table 10. As 
shown in the Table, despite national differences, there is a high degree of consistency in their 
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perception inherent in the New Zealand business environment with regards to their 
international transfer pricing decisions. Specifically, the highest correlation existed between 
the rankings of variables by the Australian and Japanese firms. This means that there was 
substantial agreement between these two groups on the relative importance of the variables .. 
The second-highest correlation was recorded between the rankings of variables by U.S. and 
Australian firms. The rankings of U.S. and European firms had the lowest correlation 
coefficient. 
Table 10 
Rank-Order Tests of the Environmental Variables* 
National groups tested 
Australia and Japan 
US and Australia 
US and Japan 
Japan and Europe 
Australia and Europe 
US and Europe 
Spearman correlation 
coefficient 
.846* 
.839* 
.808* 
.782* 
.704* 
.698* 
* The significance levels of all tests were set at 0.01 level (two-tailed). 
Factor Analysis 
Rushinek and Rushinek (1988) recognized that one major problem existing in transfer pricing 
literature is the multiplicity of environmental variables of international transfer pricing and 
their importance relative to each other. They argued that some redundant variables could be 
replaced by fewer less redundant factors, without a significant loss of information. 
To overcome the potential problem of multicollinearity and to identify a relatively small 
number of underlying dimensions or behaviour traits, an R-type, varimax-rotated, principal 
common factor analysis was performed on the data. Since factor analysis is concerned with 
relations among observations, it commonly starts with a matrix of correlations as its input 
(Tang, 1982). 
The correlations matrix of environmental variables in Table 11 shows that some variables are 
highly correlated. For instances, Variable 11 (good relations with host government) and 
Variable 12 (price controls of host government) have a correlation coefficient of .77. Variable 
10 (foreign currency exchange controls) and Variable 12 (price controls of host government) 
have a correlation coefficient of .73, while Variable 09 (import restrictions) and Variable 10 
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(foreign currency exchange controls) have a correlation coefficient of .71. The high 
correlation ofthe variables provided justification for performing a factor analysis . 
.. 
- Table 11 
Correlation Matrix of Environmental Variables 
Variable Var. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 
No. 
VAR01 1 
VAR02 2 .60 
VAR03 3 .43 .44 
VAR04 4 .29 .29 .32 
VAR05 5 .56 .58 .52 .27 
VAR06 6 .15 .34 .24 .14 .33 
VAR07 7 .30 .40 .40 .30 046 .45 
VAR08 8 .07 .33 .23 .18 .23 .31 .45 
VAR09 9 .28 .60 .21 .20 .52 .52 .54 .35 
VAR 10 10 .29 .61 .26 .20 .49 .38 .56 .33 .71 
VAR 11 11 .. 27 .51 .33 .29 .34 .49 .49 .33 .64 .62 
VAR 12 12 .37 .58 .28 .31 048 040 .50 .30 .70 :73 .77 
VAR 13 13 .33 .54 .20 .10 .34 Al 044 .21 .63 .62 .54 .51 
VAR14 14 .22 .50 .36 .22 Al .50 .36 045 .53 .53 048 .57 .49 
VAR 15 15 .38 .57 .38 .24 .53 .36 .46 .30 .50 .65 .59 .60 .53 .63 
VAR 16 16 .32 .46 .37 .14 .65 .34 .49 .30 .52 .57 049 .59 .48 .48 .65 
VAR 17 17 .29 .47 .30 .17 .56 .40 .53 .32 .42 .51 043 Al 042 .40 047 
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The matrix shown in Table 12 is the product of a varimax rotation. Three factors (or dimensions) 
were extracted and labelled as follows: 
• Factor 1 - Govemment.restrictions and performance evaluation. 
• Factor 2 - Tax and legal considerations. 
• Factor 3 - Corporate profit and competitive position. 
In Table 12 the communality column shows the degree to which the factor accounts for or 
explains each of the variables. For a given variable, the three factors summarise between 43.0 
% (V AR 04) and 73.8 % (V AR to) ofthe variation. 
The eigenvalue of each factor is the sum of squares of the factor's unrotated loadings and is 
normally used to compute the fraction of total variance in the variable explained by the factor 
(Tang, 1982, p. 185). The percentage of total variance summarised by each factor is equal to 
its eignvalue divided by seventeen (the number of variables). For example, Factor 1 
summarises 46.8 %ofthe total variance, Factor 2 summarises 8.7 % of the total variance, and 
Factor 3 summarises 6.5 %ofthe total variance. Together, the three factors summarise 62.0 % 
of the total variance in the seventeen variables. 
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Table 12 
Rotated Factor Loadings 
Environmental Factors and their Determinants 
Dimensions and variables Rotated Community Eigenvalue Variance 
factor summarised 
loadings ( eignvalue/no 
. of variable} 
Factor 1 Government 7.956 .468 
restrictions and 
perfonnance evaluation 
VAR 10 Foreign currency .828 .738 
exchange controls 
V AR 09 hnport restrictions .815 .720 
V AR 13 Existence of local .785 .635 
partner 
V AR 12 Price controls of .772 .697 
host government 
V AR 11 Good relations .724 .633 
with host government 
V AR 15 Political and .677 .625 
social pressure 
V AR 16 Royalty .636 .572 
restrictions 
V AR 02 Rates of customs .597 .668 
duties 
V AR 14 Perfonnance .592 .566 
evaluation 
V AR 17 Maintenance of .509 .456 
cashflows 
Factor 2 Tax and legal 1.475 087 
considerations 
V AR 01 Differences in .801 .721 
income tax rates 
V AR 03 Tax authority .707 .636 
transfer pricing audits 
V AR 05 Restrictions on .715 .694 
repatriation of income 
V AR 04 Comply with tax .707 .430 
law and regulations 
Factor 3 Corporate profit 1.097 .065 
and competitive position 
V AR 08 Corporate profit .768 .663 
of the subsidiary 
V AR 07 Overall profit to .547 .581 
multinational group 
V AR 06 Competitive .509 .492 
position of the subsidiary 
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Cronbach's coefficient alphas for reliability were estimated for each of the factors to 
ascertain the extent to which variables making up each factor shared a common core and the 
extent to which items in the questionnaire were related to each other. Cronbach's alpha is 
based on the average inter-item correlation. Table 13 shows the high reliability held for items 
which composed Factor 1, while the rest of the two factors were satisfactory or better. A 
consideration of the dimensionality of each ofthe factors followed. 
Table 13 
Cronbach's Alpha Reliability 
Factor 
Factor 1 Government 
restrictions and performance 
evaluation 
Factor 2 Tax and legal 
considerations 
Factor 3 Corporate profit and 
competitive position 
Variables 
VAR02, VAR09, VAR 
10, V AR 11, V AR 12, 
VAR 13, VAR 14, VAR 
15, VAR 16, VAR 17 
VAROI, VAR03, VAR 
04, YAROS 
VAR06, VAR07, VAR08 
Cronbach's Alpha 
.9236 
.7287 
.6624 
Factor 1 is the most dominant factor. Within this most significant factor, 'foreign currency 
exchange controls' is the most important variable, followed in descending order by 'import 
restrictions', 'existence of local partner', 'price controls of host government' and 'good 
relations with host government'. This means that the respondents who placed a great deal of 
importance on 'foreign currency exchange controls' also tended to regard other variables that 
loaded highly on Factor 1 as important. 
Factor 2 has very high loadings on 'differences in income tax rates' and 'tax authority 
transfer pricing audits'. These two variables together form another important dimension of 
environmental variables. 
Factor 3 has a high loading on 'corporate profit of the subsidiary', but relatively low loadings 
on the other variables (e.g., 'overall profit to multinational group' and 'competitive position 
of the subsidiary). 
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5. Summary and Discussion 
Many changes in the New Zealand economic and regulatory environment have taken place 
since 1984. Some changes have far-reaching implications for multinational transfer pricing 
practices in the country. 
New Zealand foreign subsidiaries now use market based transfer prices for international 
transfers more often than that in the 1995 study, though New Zealand ftrms still tend to use 
cost-oriented transfer prices. In 2003, the most popular international transfer pricing methods 
used by New Zealand companies included 'full plus ftxed proftt', 'full actual cost', 
'negotiation based on costs', and 'adjusted market price'. A nationality breakdown of 
international transfer pricing methods used by respondent ftrms highlights that u.S. and 
Australian ftnns tend to use cost-oriented methods, while no obvious tendency in system 
orientation is revealed for Japanese and European companies. 
'Legal considerations' was the most important vru:iable considered by the respondent 
companies. Other important variables included 'corporate proftt. of the subsidiary', 
competitive position of the subsidiary' and 'overall proftt to multinational group'. A ranking 
of order for importance of environmental variables of national groups reveals that Japanese 
companies place greater importance on 'tax authority transfer pricing audits' than other 
national groups. One explanation for this result is that Japanese-owned companies are often 
frequently audited by host countries' tax authorities in the world. 'Tax authority transfer 
pricing audits', therefore, become an important concern for Japanese ftrms in designing their 
international transfer pricing systems. 
This study tested two null hypotheses concerning (1) difference in international transfer 
pricing methods used by ftrms of different nationalities and (2) differences in perceived 
importance of environmental variables by ftrms of different nationalities. Both of the null 
hypotheses cannot be rejected. Therefore, it can be concluded that there are no differences for 
New Zealand subsidiaries from the four national groups (i.e., U.S, Australia, Japan and 
European countries) either in the use of international transfer pricing methods or in their 
perceived importance of environmental variables. 
/\. t~lctor analysis of the data extracted three dimensions underlying the seventeen 
environmental variables in international transfer pricing for the respondent ftrms: (1) 
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government restrictions and performance evaluation; (2) tax and legal considerations; (3) 
corporate profit and competitive position. These dimensions summarised 62% of the total 
variance in the seventeen variables. 
International transfer pricing is a major managerial concern for multinational companies. This 
paper identifies the international transfer pricing methods used and the importance of 
environmental variables significant to the choice of methods by seventy-seven foreign-owned 
New Zealand companies. The results of this study point to a possible divergence between 
theory and practice with respect to the use of international transfer pricing methods. For 
example, the concepts and the use of marginal costs, opportunity costs and mathematical 
programming have been advocated by many researchers in business and economics literature, 
but none of the respondent firms used such methods. Contingency theory suggests that there 
is no universally appropriate accounting system which applies equally to all organisations in 
all circumstances because there are many factors that influence the structure of an 
organisation's accounting system in general and transfer pricing system in particular (Otley, 
1980). This research supports the contingency theory approach to research on management 
control systems for international transfer pricing in which firms choose methods which are 
optimum for their particular situations, rather than based on 'theory'. Literature suggests that 
full cost methods are not theoretically defensible, and should not be used in practice 
(Borkowski, 1990). This study provides evidence that thirty-six (48.7%) of the seventy-four 
respondent firmsxi used several types of full cost methods. 
The findings of this study may serve as a useful reference for managers of foreign-owned 
companies in formulating their transfer pricing policies in New Zealand economic and 
regulatory environments. The findings also provide a valuable reference for potential foreign 
investors or designers of international transfer pricing systems in planning their investment 
and operations in New Zealand. 
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6. Limitations and Future Research 
There are some limitations in the current study. These limitations provide a number of 
opportunities for future research on international transfer pricing practices in New Zealand. 
The survey sample is foreign-controlled subsidiaries. Subsidiary managers must typically 
make periodic reports on their activities to their parent companies, and their accounting and 
other rules and regulations also have to meet requirements in their home countries. 
Depending upon the degree of subsidiary autonomy, their activities and practices are more or 
less limited by their parent companies (Yunker, 1983). Selecting overseas parent companies 
with subsidiaries in New Zealand might be an option but it was an impossible task for this 
researcher because of the diverse geographic areas, languages, time and budget. 
Company internal pricing is an extremely sensitive and secretive area for all firms, especially 
for multinational firms. The quantitative analysis using aggregated data to analyse the 
combined respondents could not capture all aspects of the corporate pricing strategy (Chan 
and Chow, 2001). Additional research could take the form of a field/case study into one or 
more company to explore in detail its international transfer pricing policies and variables 
affecting their pricing decisions. 
Future research could be undertaken into comparing international transfer pricing practices of 
foreign multinationals operating in New Zealand with those of local multinationals - those of 
New Zealand origin. Finally, research may be taken to compare multinational international 
transfer pricing practices in New Zealand with those of other countries. 
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Endnotes 
i The samples were drawn from 87 foreign subsidiaries listed on pun & Bradstreet's Business 
Who's Who (2002) or 621 foreign subsidiaries listed on Dun & Bradstreet's Business Who's 
Who (2001), respectively. The combined samples of 708 firms make up the total population 
ii See New Zealand Official Yearbook, 2001. 
iii See Alam, M. and Hoque, Z. (1995). Transfer pricing m New Zealand. Chartered 
Accountants Journal of New Zealand. April, pp.32-34. 
iv Details see Harrison, J. (1999). Transfer pricing handbook. New Zealand: CCH New 
Zealand Limited. 
v A Chi-square test comparing the sample distribution with market based versus nonmaeket 
based shows significant difference at alpha=0.05 for USA and Australia firms. 
vi Small sample size in each national group must be taken into account. 
vii See, for example, Enderwick (1998). 
viii See evidence from Borkowski (2001). This survey also found that a greater proportion of 
Japanese firms have been subject to transfer pricing audits by the IRD since 1998. 
ix The descriptive statistics in Table 8 indicate that Australia and Japanese firms regarded 
V AR 06 Competitive position of the subsidiary as more important than US and European 
firms. 
x Small sample size in each national group must be taken into account. 
xi Three companies provided missing data 
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